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Time: 90 minutes 
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Internal moderator: Arnold Wentzel (UJ) 
External moderator: Dr Sandra Mollentze (SARB) 
 
Do any two (2) of the following questions for which a maximum total of 50 marks can be 
attained: 
 
 
 
Question 1                                                                                                                                 [25] 
 
In December 2015, political controversy occurred when Mr Nene was replaced by Mr van 
Rooyen as Finance Minister. When will such a non-economic shock have permanent and 
long run real impacts on the economy of South Africa? Discuss and explain under the 
following headings: 
 
(i) The conditions needed for such a shock to have a permanent impact. (10) 
Impossibility to attach future values (3) 
Reason why impossible to attach values (7) 
 
(ii) Why such a non-economic shock is transmitted into real changes in the R/$ 
exchange rate and in the profitability on real investment, and the way in which it 
is transmitted. (20) 
See Harvey and Rogers articles for detail 
Impact on real expectations about profit and how (6) 
Reason (4) 
Line of causation: 
Profitability – mec – why and how 
Return on currency where return SA = return USA (10) 
 
Question 2                                                                                                                                     [25] 
2.1 According to Copeland, a foreign exchange market can be considered as an efficient 
market only under certain conditions. Name and explain those conditions.  (10) 
Complete information (2) 
Incomplete information (2) 
Representative samples (2)  
Calculating conditional mean (2) 
Risk neutrality (2)  
 
2.2 According to Davidson and Rogers: 
i. What is needed in an economy to hedge true uncertainty? Explain. (5) 
Stable money – uncertainty implies what – only stable future value 
ii. Explain why investors may still decide to invest in a country like Greece. (5) 
Euro currency in Greece – interest rates - mec  
2.3 According to Davidson: 
i. Explain the reason why one will not be able to assign a probability ratio to future 
outcomes and their consequences. (5) 
Future states unique and current dependent on expectations about the future 
ii. Explain how and why a probability ratio can be assigned to outcomes and their 
consequences. (5) 
Future is a shadow of the past – risk can be calculated from samples of the past 
 
 
Question 3                                                                                                                                        [25] 
 
In December 2015, political controversy occurred when Mr Nene was replaced by Mr van 
Rooyen as Finance Minister. When will such a non-economic shock have a persistent but 
temporary (not long run) real impact on the economy of South Africa? Discuss and explain 
under the following headings: 
See Dornbusch model in Copeland for detailed explanation 
i. The conditions needed for such a shock to have only a temporary impact (10) 
Risk value can be attached – first order difference is linear – representative sample 
ii. Why such a non-economic shock is transmitted into temporary real changes in the 
R/$ exchange rate and in the return on investment, and the way in which it is 
transmitted. (20) 
Process of forming endogenously formed expectations when assuming PPP and UIRP 
 
 
 
 
Finish 
 
